visible indicator of the importance of Muslim world. Despite its 20 percent contribution in world population and 23 percent in world surface area, the share of Muslim world is less than 5 percent in 'World Domestic Product' and less than 7 percent in global trade. It is surprising that alone India's GDP -in term of the purchasing power parity -is more than the aggregate GDP of entire Muslim world . The share of Muslim countries in World GDP does not match with their population. It is a source of the low per capita income in Muslim countries. It is noteworthy that share of the Muslim countries in World GDP is sharply declining. It has reached at 4.5 percent in 2005 from 7.5 percent in 1980. It is considerable that GDP is not a stock concept; it is a flow of resources during a year. A sharp decline in the flow of resources implies the reduction in the wealth stock in future. It indicates also the deficiency in the availability of funds for development. Despite of the resource-based trading, -oil, cotton, textile and other primary goods from Kuwait, Saudi Arabia, Iran, Pakistan, Egypt, Turkey, Bangladesh, Indonesia, and Malaysia -Muslim Economies cannot get even 7 percent share in the global trade activities. The Balance of Payments of the Muslim World has been showing adverse signs for the last several years. The aggregate trade deficit for Muslim countries was 155 billion dollars from 1994 to 1998. It means Muslim World transferred 155 billion dollars of capital resources to other countries. In addition, twenty-six percent of the world debts are payable by the Muslim countries. The poverty in Muslims is rapidly increasing. At present 1.2 billion Muslims are living on the earth. Out of those 650 millions are living at below the poverty line.
Majority of the listed companies in Muslim World represents the small and medium enterprises (SMEs) and family ownerships. Those small and medium entities among the gigantic Multinational Corporations (MNCs) cannot develop the path of research and development (R & D), economic domination or accelerated growth. Those companies do not have sufficient resources to invest in the new ventures and research activities; while, the investment in knowledge-based technologies and sophisticated research is necessary for accelerated economic development. Table I shows some statistics for the Muslim World contribution in the research and development (R & D) activities. Only two percent of the scientists and one percent of the technicians involved in research activities belong to Muslim countries. Muslim world' share in the new innovations and inventions in terms of patents registration record and the expenditures on R & D is less than one percent. Muslim world's share in world's stock market capitalization is less than two percent. The share of equity based capitalization in the Muslim world is being further deteriorated. A large number of Muslim countries have a small size (in term of GDP) even less than annual revenue of an average Multi National Corporation. In the age of gigantic Multi National Corporations (MNCs), Muslim world does not have a single Multi National Corporation from the list of top 500 corporations. Those top 500 corporations are selected on the basis of their annual revenues and belong to the Engineering, metals, mining, fuel, energy, food, chemicals, pharmaceutical, utilities, banking, transport, communication, insurance and information technology sectors. This is the reason that increasing role of Multi National Corporations (MNCs) and globalization will further deteriorate the economic strength of Muslim world. 
II: Flow of Investment in Muslim World
It is important that inflow of foreign direct investment (FDI) in Muslim countries is five percent only of the world foreign investment. It means major share of Muslims' deposits into foreign banks is invested in non-Muslim countries, which gives them the opportunities of infrastructure development, employment, GDP growth and technological advancement. It is notable that a large part of Muslim investors' capital was invested in the world's top Multi National Corporation (MNCs). But Muslims do not hold influential participation in the ownership of those corporations. To avoid systematic risk, Muslim investors do not invest in the equities, they prefer to deposits in Western banks. Ultimately, this capital is transferred to the Multi National Corporations through institutional investment and banks' loans.
It is a common view that Muslim countries are being exploited through investment and capitalization in the developing areas, because the developing countries depend on the capital of industrialized countries largely and a vast majority of Muslim countries are on developing stage. By such a manner, Western countries may involve not only in the economies but also in politics, legal framework, governance, and even in the ideology of the Muslim countries.
One side of the picture shows that the industrialized countries have excess capital but their investors prefer to invest in their own countries. More than 80 percent of their capital is invested in the industrialized countries. Only a small part goes to the developing world. On other side developing countries are fallen in the vicious circle of the shortage of capital. So they need of inflow of foreign capital either through debts, or foreign direct investment or portfolio investment. For this purpose, they have to change their legal framework, political and economic systems and even in the constitution (which is a reflector of the ideology).
Western investors demand assure profits at rates, which are several times greater than what they would earn in a similar investment situation in the west. Weak countries offered no resistance in this matter for reasons of hopelessness, lack of knowledge, or corruption. Unconditional expansion of the fields, in which the west could invest including banking, real estate and agriculture, might appear to be attractive to poor countries. It is notable that Western emphasis on the investment conferences in Muslim countries likes Dubai, Kuwait, Jordan, Pakistan has been significantly increased in recent past. The "Institute of World Policies" has conducted a series of conferences in Jordan for the Middle Eastern and North African Countries'. Development of 'Dow John's Islamic Index' is also a part of this series. It is obvious that foreign private investment is come only for profit making. This means that its decision is a crucial matter by foreign investors, the moral values, welfare, well-being and human or regional development is not a concerned or priority of the foreign private investment.
The Western analysts are usually recommended three main steps of the economic reforms in developing countries:
1) Establishing a regional bank, 2) A regional tourism office and 3) Businessmen consortium.
The business and investment conferences would be a way of giving the foreign projects in local land.
III: Identification of the Factors of Portfolio Investment
The To establish the endogenous economic and financial infrastructure and for sustainable development, Muslim countries have to mobilize and utilize their resources endogenously. It is possible through cross boarders investment among the Muslim countries and the utilization of savings of some countries for investment in the feasible areas and sector of other countries. However, to make it practicable the policy makers and planners have to develop their financial system on the basis of the possibilities of frictionless diversification, principles of profit maximization and risk minimization.
It has been a common practice that laws and order situation is being considered as a primary reason of decrease in foreign investment. No body can disagree with the argument that social and political conditions play an important role in economic development and inflow of foreign investment. But, these factors are important for direct investment. Profit maximization hypothesis tells us that to earn possible higher return is the main objective of the investment. The direct investment can be affected only by those factors, which can affect the profitability in long-term, returns on portfolio investment are directly concerned with short-term factors. The day-to-day events, crimes, terrorism, strike, political and structural changes cannot reduce the profits immediately. It was observed in a worldwide survey that socio-political factors covers less than 13% of the investment causes in a region. The political situation and law & order condition is one of the factors, but it is not only factor. The whole responsibility of economic and financial development cannot be shifted on the political or law & order situation. We should not ignore the other heavy weight factors in the basket of foreign investment factors. It is needless to say that at the same level of risk, investor will prefer to invest in their domestic companies as compared to foreign companies. In last decade, return on investment in Pakistani domestic companies was greater than return on foreign equities and bonds. But now this situation has been changed. Now, interest rates on foreign bonds have significantly increased, so preferences of foreign investors have also been changed. Now, they prefer to invest their funds in their own countries, where returns are higher and risk is lower. If we compare the return on equities and bonds across the countries, we can easily observe two important facts:
(1) The nominal returns on investment in Pakistan are significantly higher. (2) The return on bonds in the United States and Britain are decreasing. However, the depreciation in local currency cancels out the effects of higher nominal returns. One can quantify that after conversion into US dollar, return on investment in Pakistan will be significantly lower than return in other countries. After exchange rates adjustment, the return on Pakistan equities will be much lower as compared to return in other markets. So, outflow of foreign investment will be a logical consequence in this situation. From the analysis, it can be concluded that blaming of political condition for low inflow of foreign investment is an escape goat and it is not a solution of the problem. To attract the foreign portfolio investment, the real returns should be higher. These higher returns are possible only by a strong exchange rate, which depends on the monetary and fiscal policies.
IV: Determinants of Portfolio Investment in relation with Monetary and Fiscal Policies:
The impact of monetary and fiscal policies cannot be ignored in stock market analysis. The stock market is not a "cause" of economic growth; it is a reflector of economic growth. The effects of public policies on economic growth can be measured by the growth of the stock market.
Day to day events and news are reflected in the stock market, some of them may be relevant to the stock market as they indicate the changes in the economic and financial fundamentals. Other may be irrelevant. Although, stock market is often viewed as "informationally efficient", negative events and "bad news" develop their impact consistently faster than positive elements and " good news". Despite this, the fundamental changes in economic structure and policies are more important than the current news. Although, day-to-day fluctuations in stock prices depend on the news largely, the longterm changes in market capitalization are directly related to the fundamental variables. The average prices for one year do not reflect the effects of the news, disinformation or rumors. They reflect the effects of the economic fundamentals.
The net profit, expectation about future returns, dividend announcements, changes in corporate governance and expected change in the market share of the firm's products are the factors which can affect the market capitalization of a company. At macro level, the magnitude of the investment in equities and market liquidity are more important. The effects of economic changes on market capitalization will be summarized in the appendix: I. It is hypothesized that market capitalization depends on the total funds invested in the listed companies' (EQUITIES) and market liquidity (LIQUIDITY) in the long-term (Mehar: 2005) .
V: Role of Capital Market in Development Planning
In the contemporary global scenario, a large part of the responsibility of economic development has been shifted to corporate sector from the governmental agencies. The entire structure and growth of the corporate sector depends on the transparent and prudent financial system. An incorrect judgment regarding the financial patterns in corporate sector may be a cause of heavy distortion in the society by means of volatilities in the stock markets, employment opportunities, distribution of income, and demand-supply gap in the community markets. In the present economic structure, overall economic growth depends on the performance of corporate sector, while the financial resources of corporate sector are determined by the performance, gravity and strength of the financial markets in a country. As a leading role is envisaged for private sector, financial policies have to be geared towards capital market development, besides the institutionalization of an effective regulatory framework. Capital market is a sub-set of financial markets, which provides a linkage between the users and suppliers of the funds for long-term investment. It plays a crucial role in the process of capital formulation by bringing together those who have surplus funds and other who can put those funds in use, and thus play vital role in enhancing economic activity in the economy. A capital market mainly consists of stock (equity) and bonds markets. For macro economic management and development planning, an efficient stock market can play at least the following three pivotal roles:
1. It can reflect the levels of overall and as well sectoral development, by means of the market indices and valuation ratios. 2. It can mobilize the funds from the domestic and external sources to the priority sectors of the economy. 3. It provides the indications, guidelines and information to the investors for their investment decision-making. An efficient stock market develops a path for smooth, simple and transparent opportunities of investment without undue risk and gambling factors.
A stock exchange is a place to regulate and perform the activities of stock (equity) market. It is considered as a "barometer" of the economy, because of its immediate and visible reaction on the news and transactions of economic importance. The linkage between the macro economic targets and financial and material growth in the different sectors by means of diversified portfolio investment is indispensable for a balanced economic growth.
Harmonization between the rules and regulations among the Muslim countries are required to determine the balanced strategies regarding the reinvestment of corporate profits (retained earnings) for modernization and expansion, dividend payments, treatment of the sick units and placing of the companies on default counters at the stock exchanges. It is important that despite of several similarities in beliefs, histories, cultures and geography, Muslim countries do not have a common market or common financial system. On contrary, Western world have a similar financial system and common market despite of geographical diversity.
Stock market capitalization to GDP ratio is one of the indicators of financial sector development. The mounting magnitude of this indicator in Pakistan, Malaysia and Turkey shows that the role and contribution of financial sector is increasing in those economies. However, it is important to note that Muslim economies have failed in proper allocation of their resources among the different sectors of economy. This improper allocation leads to imbalanced growth in equilibrium in those economies. There is a need of cooperation in policies to allocate the investable funds among the Muslim countries on their comparative advantages bases. Textile, Oil and energy, banking and finance and the telecommunications are the sectors where allocation of funds may be assigned to different Muslim countries. Although the evidence is less clear on other issues, they offer some conclusions. One notion is that Islamic Banking and Insurance has a great potential, but more innovative and diversified products should be introduced to tap the market. Second, informational efficiency to build the confidence in investors and depositors is important so that people rely on the products introduced by Islamic financial institutions.
VI: Islamization of Financial System and Elimination of Interest

VII: Recommendations
It was identified in a study (MTDF: 2005) that weak informational efficiency, under developed bonds market, lack of institutional investment, family-based ownership and weak corporate governance are also aspects which are causing the weak financial markets and cross flows of investment among the Muslim countries. To strengthen the financial markets and creating a uniform and harmonized investment and financial envornment the regulating bodies and planning authorities will have to take the following steps:
• An independent professional management system should be implemented at the stock exchanges through necessary amendments in the stock exchange regulations.
• Central Depository Companies should be formed to eliminate the transactions of dubious shares and provide the speedy transfer and verification of the shares. Pakistan and Malaysia have taken this step. Thoses companies introduced a system where physical delivery of the shares is gradually eliminating.
• An automated national clearing and settlement system should also developed and actively implement.
• A uniform and efficient settlement system is also required for a trustable cross boarder portfolio investment among Muslim countries. In Pakistan T+3 settlements system was introduced. This system has minimized the speculation element in the stock exchanges. The board of directors is also empowered to replace the T+3 system by spot trading for those stocks where speculative trading are expected in the market.
• A code of conduct should be established for the brokerage houses and securities firms.
• Accounting standards and practices should be uniformed. In the contemporary global economic environment, if countries do not have an effective financial system, adequate regulatory laws, transparency and accounting standards, their development is endangered and will not last. The linkage between the economic development and financial system cannot be ignored. A good financial system and accounting standards leads the higher investment in the economy and investment is a catalyst for economic development. It is needless to say that a weak accounting and regulatory system can create an environment where the chances of financial irregularities, loan defaulting, bankruptcies and corruption may be higher. All of these are the factors of lower economic growth. Overwhelmingly, growth is strongly influenced by infrastructure to support information gathering and by enforcing contracts based on such information. Highest standards of accounting, disclosure and transparency are prerequisites for efficient working of the capital market.
• There must be uniformity on the 'Future Trading' and 'Hedging' issues.
Similarly, there must be a clear cut policy and definition of interest. There should be no discrepancies on the restriction or definition of interest based financial transactions.
